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8 he rapidly evolving market
conditions for paint and coaling
TesIns have lefi many manufacturers

in a difficult situation. High raw
material costs and shortages of key
‘commodity chemicals and other an-
(eillary goods such as steel and alu-
“minum have already begun o i

o sipnificant impact on the industry.

These ecancomic factors and the re-
cent exemption of lertiary byl age-
tate have diminished the impact of
ever-increasing VOO restrictions and
other repulatery pressures as the
o issne for the coatings indusimy
bost analysis do not expect the
conditions to be alleviated in 2003,
sSuppliers of resins to the paint and
coatings merketplace must react
uickly and decisively in order
remain syccesstul during this chal-
lenging period.

All of this turmeil has happened
against a backerop of major acqul-
sitions activity in 2003 1t Tias
alser contribated 1o 2 changing
landscape of the voating resins
rarketplace. Apollo Management
purchased the resins business of
Bastrnan Chemical, The Tubrzol
Corporation acquired Moveon Inc.,
Crres Ine. exprects to cloge soo on
its deal tor LCBS Surlace
Specialties business, New Zealand’s
Nuplex bought Alzo Nabels'
Coating Hesing operations, and
D8k recently announced Lhat i

hay agreed to acquine Avecia’s
NeoResing business.

Apollo Management greatly in-
creased 1ts holdings in resins for
coalings when it acquired Fastman’s
acrvlate ester MOMOMIEEs, Corpos-
ites funsaturated polyester resing],
indes ang] graphic arls raw materials,
liquid sesins, powder resing and
textile chemicals bnsinesses [or
$215 million. Apollo previously ac-
quired Shell’s resing business and
named it Eesclulion Performance
Prodhacts, The Laslman operations
have been named Resolution
Pertormalce Materials, raising the
question as to whether or noy
Apollo will combine the twe inlo
one entity. Such a company would
hawve annual sales of #hout $1.6 bil-
lion and be well positioned in maost
resin techinoliygies, Apollo also ac-
gpuired Borden Chemicals in 2004,
“Apolle Management's roll-upy of
three fairly dillerent resin busi-
Nesses s the most significant be-
cause iLshows a private equily play
that seems to be building scale and
nedl just tearing cosl from the tar-
get.” noles Michael 1. Brown, vice
president of The ChemOmest
Liroup, 4 management consulting
firm lecated in Cincinnad, Q110

The Lubrizol Corporation ac-
quired Moveon Interalional for
%1.84 billion i June M, With
thie alelivion of Nowveon, the corp-
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ration’s product portfolio includes
additives for transportation and in-
dustrial lubricants; additives and
specialty resins for paint and coat-
ings; inks and graphic arts; electron-
ics; specialty paper and adhesives;
ingredients for personal care prod-
ucts, food and beverages, and com-
pounds used in the manufacture of
specialty plastics. The Noveon divi-
sion will concentrate on specialty
chemicals and materials for myriad
uses and will include two busi-
nesses geared towards the_coatings
industry—Resins & Polymers and
Specialty Additives—each with its
own set of technologies and appli-
cation areas. The acquisition makes
Noveon one of the world's largest
suppliers of both additives and spe-
cialty resins. “The combining of
Lubrizol’s and Noveon'’s coatings
businesses was not just a combina-
tion of product lines; it was a meld-
ing of technology and capabilities, a
balancing of geographic coverage,
and the building of a broader, more
valuable set of solutions for the cus-
tomer,” says Jim Stephanadis, global
business director, Resins &
Polymers, Performance Coatings,
within the Noveon division.

Cytec is buying the Surface
Specialties business of UCB for $1.8
billion, which will more than dou-
ble the sales of the company from
approximately $1.5 billion to $3.3
billion. Cytec will maintain the
same organizational structure, with
Ben Van Assche remaining CEO and
headquarters staying in Belgium.
For Cytec, the acquisition provides
“critical mass” and a broad base of
technology in both resins and addi-
tives for the coatings industry and
other markets, according to the
company. “Cytec’s acquisition is in-
terestinévin that two resin suppliers
of ‘crosslinking’ technology have
combined to provide a bigger, more
diverse offering,” says Mr. Brown.
“Rumor is that they will combine
the melamine businesses of both
and spin the combo off into a new
company—a rather significant move
within the automotive OEM coat-
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ings value chain where these materi-
als are a key ingredient.”

New Zealand coating and ink
resins company Nuplex Industries
has agreed to purchase the Coating
Resins business of Akzo Nobel for
$137 million. Akzo's UV/EB Resins
business has been sold to Cray
Valley, and its Printing Ink Resins
merged with the Pine Specialties
business of Eka Nobel. Akzo will
use the proceeds to improve its cash
position and “create room to ma-
neuver,” according to the company.
Nuplex has made several acquisi-
tions in 2004 and invested heavily
in China as well, including the pur-
chase of Chinese resin manufacturer
Foshan Veeya Chemical. The acqui-
sition of Akzo Nobel Resins will
transform Nuplex from a strong re-
gional player into a major resin
manufacturer with a strong position
in emerging markets in Asia.

DSM announced in December
that it has agreed to purchased
Avecia’s NeoResins business for
$681 million. NeoResins, which
will be incorporated into DSM's
Coating Resins group, will provide
synergies in technology, markets, in-
novation, and purchasing, accord-
ing to the company. DSM Coating
Resins also agreed earlier in 2004 to
acquire industrial coatings manu-

Photo courtesy of Lyondell.
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facturer Hiittenes-Albertus
Lackrohstoffe (Hal), a part of
Hiittenes-Albertus Chemische
Werke.

Several representatives of the
coating resins industry discussed
the state of the market with JCT
CoATINGSTECH. Their comments are
presented below. Participants in-
cluded: Steven Nerlfi, a consultant
with market research firm
Kusumgar, Nerlfi & Growney;
Michael D. Brown, vice president of
management consulting from The
ChemQuest Group; Henry Bunch,
business director of EPS/CCA; Phil
Charbonneau, director—America,
with Synthomer; Carlo Spaniol,
global marketing manager for coat-
ings with Dow Epoxy Products &
Intermediates; Lee Orr, commercial-
ization manager for coatings and
inks with the United Soybean
Board; Bill Sparks, business man-
ager, Functional Polymers, for BASF;
Cindy Fruth, market manager and
Greg Ross, sales manager, both with
Johnson Polymer; Deborah
Hensley, global business manager
for resins within the paint and coat-
ings business and Jim Stephanadis,
global business director, Resins &
Polymers within the Performance
Coatings Group of The Lubrizol
Corporation’s Noveon business di-
vision; Wim Vanderghinste, market
manager Radcure-Industrial
Coatings Americas for Surface
Specialties UCB; Robert Skarvan,
sales and marketing services man-
ager for Akzo Nobel Resins; and J.R.
Rusty Johnson 111, North American
marketing manager, architectural
binders, with Rohm and Haas
Company.

Jcr: What are the major issues
facing coating resins manufac-
turers today? What are the
challenges and opportunities
that these issues pose? How
is the industry responding?

Steven Nerlfi, Kusumgar, Nerlfi &
Growney: Rising energy, raw mate-
rial, and transportation costs have
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weaning they could
be with us lor some
fime,

Ienry Bunch, FPS/
{ICA We agree thal
[ricing of raw mate-
rials and availability
of select materials
are: the primary [ac-
torg alTecting the in-
dustry woday. Wi
have seen prices in-
crease chver the past
twio vears, and, in
the past several
maonths, these in-

Photo courbasy of Rohm and Haas.

reduced profit marging to minimal
amounts lor tesins manufcurers,
who up until recently have hiad dif-
ficolty pushing through price in-
creases. Paint fonuulalors have wa-
diiomally had the largest profit
margns in the industry, and resin
producers need to educate the paint
companies on the untenahle siua-
tion that exists oday. Paint compa-
nies will eventually have to accepl
the increases because they dir not
want to sacrilice the long-term rela-
Lionshipsy that they Tave built wilh
their resin suppliess,

Michael 0. Broun, the ChemQuest
Cronp: The economy has becorne
the major issue for the paint and
coatings industty and s suppliers.
Recent shortages and price increases
ate iroblesomme Inoa market known
for thrifty ayers, The acrylic chain,
amdl acrylic acid in particudar, is in
very Light supply. Steel s also in de-
mand. Planws are muoning at fill ca-
racity and cannol maet the ever-
arrvwing demand from Asia, where
OEM production has been shifting,
Fveryvome 1s conipeling for material
from exisiing sources in Furope and
Worth America. Some of the short-
age may be attributalde to the
lengthy supply chain, bul there is a
growing middle clays in China and
India that is very likely increasing
its demand for goods and services.
Therefore, it appears that the short-
ages are rather stuctural in nature,
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creases have acceler-
ated and allocations tor acrylic
monomers have been enforced. All
ingdications are that this will con-
tinue in 2005 as significant in-
creases were announced Tor Fanuary
1 and order contol Timits are get-
ling lighter. We have been lorced 1o
react in kind, with pridng increases
and potential order comtral, Since
the shortages are global tn natgre, it
will be incumbent on monomer
producers to crease QUIpUT 10 Turm
this sitnation around. 1he only
other allernative is that escalating
prces diminish demand ta fall in
line with the available supply.

Phil Chorbonnean, Synihmen
Monomer availabiliy is 2 continu-
ing challenge for the industry but
there now seemms to be a ligli at the
end of the unnel, albeit not a
Bright light, When il comes on, ad-
ditional raw wmatertal availability
will help o siabilize market prices.
(bviously an ongoiog weal 11,5,
dollar complicates the issue and T
don't see a strengthening USLY any-
Limme soom, The good news is that in
trbulent times there are opportuni-
ties for companies o redefine them-
zelves as they adjust to market con-
dittons. Sirong companies will gel
stronger, weak companics will get
weaker [or simply go away), and
the niche players will have to rede-
fine their niche

Carle Sfmmiol, Dow: The stronger
than expected economic recoveries

in 2004 bave resuliexd in deoand
growth higher than the historicat
trend line of 4-5% globally, We ex-
pecl ongoing siong demand from
all seciors and reglons ws we move
inta 2005, Doe fo this continued
growth and the Fact that no signifi-
cant New capadities have come on-
stream, Lhers is a tight supply) de-
mand balance that is placing
uprward price pressore on resins.
The markel will need time 1o build
new capacity in order to address the
current imbalance, by bringing sup-
ply in line with demand,

In addition, persistenily high oil
prices and stronger demand in
ather segmnents have affecied the
availability anil prices of intermedi-
aley for epoxy resins. The result iy
that margins have bween slgnificandy
eroded 0 unsustainabde levels,
Stronger marging are needed (o sup-
porcl the investmenis that will in-
crease industry supply capabilities.
Unforunately, we do not see any
immediate relief on hvilrocarbon
costs ar industry balance We expect
the market to rernain tight for the
shot 1o mediwm Lerm,

Cindy Fruth, fohnson Colymer: Raw
material costs and limnited availabil-
ity will cause resin producers 1o
rhange how they promote and posi-
Lion technolegies. '1he reality that
some lechnologies cannol e "af-
forded” may happen. It may also
[oree more coating activities to
lower labwor cost markets. We are
alreacdy seeing this trend as compi-
nies start operations in Asia, Custo-
mets of the coanng resin su)y)sliers
need to raise their prices wo help
move the indusuy back to health.
They need 1o educate their cus-
tomers on the issues facing the coat
mngs market. For example, (YR
manufacturers like the Big 3 aulo-
makers are demanding reductions
year after year, which squeess the
margins for the coating manutacwrer.

fir Siephanadis, Noveon: Similar
issues and problerms existed in the
mid-to-Tate 1970s, Care must be
taken by the industry that eaction

JCT CoatingsTech



does not lead to a rapid expansion
of capacity or we will rapidly fall
back into a situation of oversupply
and prices falling back through the
floor. In addition to the regional
regulation issue, changing world
economies are heavily impacting
supply and demand—China, for
example.

Bill Sparks, BASF: While raw ma-
terial pricing and supply imbalances
are crucial issues, regulatory pres-
sure also remains a significant issue
for the industry. It is a great concern
that the regulations are not uniform
across the country. Paint companies
will have regional formulations
where the lower VOC limits cause a
significant compromise of perform-
ance; this will add complexity and
cost. The paint consumer is not cog-
nizant of VOC regulations; however
the technologies which make low-
VOC possible also enable paint
manufacturers to make environ-
mentally friendly paints, which are
marketed for their “healthy” attrib-
utes such as low odor and low toxi-
city. Reducing organic solvents in
paints is also an economically ad-
vantageous strategy especially when
oil prices are at record highs.

Deborah Hensley, Noveon: We
agree that regulations also are a
prevalent issue. We need to consider
all the major regions of the world,
including Asia, and regulations vary
depending on the region and the
particular substance involved. So,
for global companies, understand-
ing and meeting these regulations is
challenging. Finally, reducing VOC
levels is an area of focus and some-
thing that, in part, is driving our
product development.

Robert Skarvan, Akzo Nobel Resins:
Clearly the most significant issue we
are faced with as an industry is
managing the bottom line in the
face of exploding raw material costs.
2004 was a robust year from an
overall demand standpoint; how-
ever, raw material cost escalation
and supply concerns hugely over-
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shadowed what normally would be
considered a good year. As our cus-
tomer base is faced with similar cir-
cumstances, the opportunity to pro-
vide them with value added
solutions has become all the more
challenging.

As globalization is a significant
issue for the coatings industry, it is
also a significant issue for the resin
industry. As large OEM coating cus-
tomers demand consistent, high
quality supply to their factories in
places like Asia and South America,
global resin sourcing has moved
into the spotlight as a critical issue.
As a result, more than ever, coating
chemists have to not only address
potential global supply of new raw
materials when putting together
new paint formulas but also allow
for the fact that raw material costs
change daily!

Lastly, the resin industry is chal-
lenged to provide a wide variety of
coating solutions in a constantly
changing patchwork of global, na-
tional, and regional regulations. The
recent allowance of tertiary butyl ac-
etate as an exempt solvent and
butyl cellosolve’s removal from the
Hazardous Air Pollutant (HAPs)
list, all within the same month, ex-
emplifies how quickly things
change and resin manufacturers
need to react.

Rusty Johnson, Rohm and Haas
Company: Historically, sales of archi-
tectural paint mirror GDP growth
rates, and 3-5% growth per year is
good, especially if
you consider that
over the past 10
years the number
of companies com-

a
peting globally for Agents)
the available busi-
ness has increased. Year
There is an excess
of resin and paint 199 ........
capacity in the RIS, 5 o olo o'b)g

global market. Too 2003
much capacity
chasing moderate

growth demand (b) Estimate.

Market Update

makes it difficult to generate growth
and returns that keep the financial
community/shareholders happy.
Globalization also means there are
more players vying for the same
piece of the pie in each region of
the world. Technologies move,
products move, different loyalties
and alliances are established, and
most of this leads to more pressure
to reduce costs and selling prices.

Industry consolidation of paint
producers and outlets for paint has
also impacted the architectural seg-
ment, leading to greater buying
power in the hands of a few, which
drives margins down. Lastly, the
segmentation of the architectural
paint market has shifted from being
dominated by do-it-yourself busi-
ness to contractor business.
Currently, the paint company and
company owned stores own the
contractor segment, while the big
boxes and mass merchandisers are
struggling to try and gain share of
the contractor segment. This strug-
gle for market share at times causes
paint companies to delay increases
in paint prices even though they
may be sorely needed in order to
maintain market share.

JCT: What do you see as the major
growth areas for coatings
resins? What are the drivers?

Carlo Spaniol, Dow: First of all,
booming demand for ships and
containers has triggered significant

U.S. Market for Coating Vehicle

(Resins and Associated Crosslinking

Volume, Value
billiondrylb ~  § billion
........... 4.2 $4.1
........... 4.57 $4.44
........... 4.76 $4.62
........... 5.0 $4.71

(a) Source: Kusumgar, Nerlfi & Growney.
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Selected 2004 U.S. Resin Sales by Type*

an overalb indusiry rerud
here. A 2K system usually
provides suprerior per-
lrmance [ie, beller

Yolume, million Yalue, Annuzl -
Resin Type g niile dy b % Milliem Growth Rate scralch resistance, ele. )

. and 1K syslems are more
T S S e I e s 928 1,350 3%, comvenient and ol
ﬂlkj:,l'lj.s ..... R B 445 356 &t -1% proof to use.

AMING regin CrOSSENKETS vt e viviarrineeremseerrens 335 94 1-2%
L U 31 54 9, Hobere Kkarvan, Abzo
Epdey resins (3Ll BPes) v veeiee e 180 475 2% Nobel Resins: Ceographic
POLYESLEF (Al TYPES] ceerrvee oo oeeeeress e reseenees 275 261 4% growth, most particularly
Urcthanes (derived from various ............coo.coeen, 244} 600 3%, In Ching and the rest of
polyols, carbamates, aromatic and aliphatic Asia, will be a main drivey
isocyanates, prepolymnors, TPUS, 8Ee)u .. fur the coating resins mar-
PO CELALES covv e e sessenonns 640 9g2 1-2% kel Burope’s focus on wa-
Polyvinyl chloride ..o oo coessensooooo 246 156 D terborne has intensified
Miscellaneous {about 40 resin types] i, 204 400 ave 2% fUT regulatery FEQGTS aml
LT U 3495 4743 ave 2, i the L1.5., a shifl (© thac

fa] Snunie: Kusurngar, Merlt & Growney.

gronwil inmarine and protective
coatings, mosL of il in Asia, where
vou find about 70% of the world’s
ship and container building capaci-
ties. China has become the #1 ma-
nine coltainer manufaciurer in the
world and #3 in new shipbuilding.
Lpoxy resing consumption in ma-
rine and proteclive coalings has
doubled in the last two to tires
VEALS.

The other major coalings market
for epoxy vesins—powder coal-
ings—has confinued 10 grow
strongly in Asia. However, we have
also seen strong recovery in Lurope
and Norh America in the second
halt of 2004. Powder coating,
witlely psed in household appli
ances [relrigerators, washing ma-
chines, airconditioners, e} and in
constracion, prew 15-20% during
e past Lwor ler Three vears,

Anromotive and packaging coat-
ings continue to show good growth
rates in all regions, in line with
overall GDE Another siangly
growing segment is UV-curable
coatings, which has heen growing
above GDP over the last few vears,

Wi Viderghinate, Surface
Spectalties UCH: Productivity and
YOI regulations remain the main
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tlrivers for changes in coaring wech-
nerloggy,

Michael 1} Browml, ChemCuest:
All resins for architectural coadngs
will continuge to be a strong avea of
aroswil as this segment benelils
from the strong growth in housing
{although T expect this to cool sig-
nilicantly alter next year). Urethane
iesins (polvester polvols and isns)
comtinye to gresy in the OGM and
Specialty sectors (aulo refinish and
indusirial maintenance) as their
oty come down and they are
mare compelitve wiih the incnm-
bent resins such as allkyds and
M IX S

{lenry Bunch, ERSJCUAD We ser
primary growtl continuing o occur
in waler-hased emulsions ar the ex-
pense of solveni-based resins. As
technologies advance and regula-
Lions Lighlen, this remd will con-
tinue,

Neborah Hensley, Noveon: In addi-
U (o continued conversion from
solventborne to waterborine coal-
ings, UV technaology will also be a
major groweth dover in the: resins in-
dustry. There is also strong drive (o
gel 2K performance with the con-
venlence of @ LK syslem, and we see

and buiyl rellosolve as

well as compliunce iswes

related to California and

the {Lcone Transport
Commission [O1C) stites will be
miajor Tactors in 2005 LY geowth
and epporlunilies abound in the
wiood industrv, [lowever, ay
monomer and acaylic acid are in
very lght supply, this growth has
besn somewhal consirined.

Rusty Johnson, Bohm and Haas
Caompany: We believe that the re
duced YOO, regulations will spread
beyond Calitornia’s South Coast Alr
Cuality Management District
(SCACMDY and Californta Alr
Resources Board (CARR) and the
Mid-Atlantic/Norheast states. | Te
repaint markel will continue to be
stromg for years Lo come. While
rmatny of the new homes and Tuild-
ings do nod reguire paints when
they are initially buill, they all re-
yuire painting after several vears of
exposule W the environment, All of
the substrates being used 1o com-
struct these buildings can be
painted wilh a wop quality 10084
acrelic paint. Interiors are much the
same. FExpecially in new home con-
struction, the homes all stan off
some shade of white, Atter the: liesi
vear evervone 18 decorating. Sales of
new homes, re-sales, and rhanges in
faste and siyles will continue o
drive the paint marlet,
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g Hoss, fefrison Polper: Uhe
thivers tor growth of coatings re-
min comstant. and includes cost/eli-
ciency, performaince, and enviton-
mental compliance. [ the US. and
Furope, the thres drivers are bal-
anwedd. Trepending on the resin tech-
noalogy, market. and application,
ome becomes more I portant than
another (e.g., 30 g/l VO narchi-
tectural ). The growth areas arein
Vorarer WUH SYSTRITIS— -HsSUITLing
sorne balance of cost and perform-
ance can be maintained. Ly Asia,
Africa, the Mideast, and Caslern
Europe, the driver i3 cost, followed
try performance, with environmen-
tal a distant third. There are excep-
tivns to Lhis general statement, like
when a weslern mustomer dictates
VO -comapliant wehnolegy use o
am eastern supplier. However, these
caxes are very limited. Making and
cxporting stufl cheap is siill the
name of the game in these regions,
This situation means 4 siatas quo
for resin technology in these areas.
Growth can ocaur for suppliecs who
successfully sell inta these areas.

JLT: Where s the market headed
over the next year? Next five
years?

Wim Vanrderghinsme, Surface
Specialttes [ICH: Vhe drive is on tor
improved productivity coupled with
the use of environmentally friendly
techinolegies, This leaves a lot of
ridoin (or growth in Y and water-
Drerrme techueleogios,

Phil Charbonneaw, Symthomer: 1o
the nest year, companies will be ad-
dressing the monomer shortfall by
conlinuing Lo increase price, ¥ield
improwvermnent is the name of the
Eame right now,

Deborah Hensley Novegr: Over
the next vear, we'Tl see resing pro-
dhacers and coatings producers con-
tinning to work hard keeping u)
with the raw malerials siluation,
This will likely coniinue througts all
of next vear The good news is that
demand has remained siromg and,

Wiy, contingstech.org

in the long nun, bigher material
costs ay actually make the indus
y healthier us reinvestment eco-
nomics are atliined throughoot the
supply chain, Cne intetesting dy-
narnic we've: observed is that coat-
ings privducers are passing along
price incrieases o mass markel re-
tailers—ihe saime nass market re.
ailers that wsed 10 wield all the
power and keepy prices down,
Today"s market dictates that produc-
ers can't always allored o supply
thern if the mass markel retailers
don't agree w shoulder some of the
burden for some of these cost in-
creases, Over the next [ive years, we
expecl Lo see more waterhorme and
Ve RO 1echnologies and more in-
novation, particalarty i7 the value of
the whole market goes up, which
will make it more conducive for
capital nvestracnts in research o
spawn some lechnological advances

Robert Skann, Akza MNebel Reciins:
Orver the st five years, siong
grivwth, exceeling aleady strong
S, will continue for coatings
and resins in emenging markets,
Resin compranies will need to pro-
vide umitortn products and services
to their expanding global customer
lrase,

Dexmestically, at least for the next
few veary, archiectural, industrial
maimtenance aud manne, Kiichen
cabinet, coil, and aulometive mac
kets are expecled to remain strong,
primnaily driven by construclion
grometh and low interest rates. Vrom
a technology standpoint, solvent-

Market Update

Bomne Tesin prowtl raies acToss
these markets will be in the Tow sin-
gle digits while walebiomne growth
rites will be maove slgnifcant.
Spedialty walerbome product de-
mand will be high as will the de-
mand [er improved 2K systerms.
From a regulatory standpoini
orver The next year the indostoy will
see the expanded use of terl byl
acetate and continued opporlunities
oy offer improved coaling solutiony
tod (Y1C-complinnt coatings as well
as for the California marked. It widl
I mosL interesting o see how
things pan oul from a legal stand-
polod with Bule 1113, South Corast
AMD, NPCA, and the courts.

Rusty fohwson, Hehet and ] laas

Lomgnzp: We expect that 2003

should be a good year Lor architec-
tural comtings. Pain companies are
inroducing performance upgrades
1o many of their top 100% acrvlic
lines. ltesidential interior arl exte-
ot repaint should be steady. The
LIS, Southeast will be relilding
and recovering rom devasiaiion
cansed by the many homdcanes of
2004, These efforts will drive stronyg
sales prowth of paints and coatings
through 2005, dMortgage rates will
biopefully remain reasonable and
therefuore conlinue 1o supyport a
strong redl estate matlet, which will

i tum generate turnever and coat-

ings demnand. Resin suppliers’ re-
duced VO offerings ate being eval-
waled and scaled up w meet the
SCACQMID 7/2006 50 g/l VOO 1e-
Juirenents,

2004 Major Acquisitions in Coatings Resins?

Aequirer

Acquitee

_ Purchase Price

.................................. £1,840 bilkion

3L s00 Billien
w3218 milkion

[ LEp [ e &kzo Nobel Coatings Resing ... 137 million
DEM L eivnscn e rrmmir e i e NeoResing (dvaciah. .. $881 millien

{33 Sedees JOT Coa—hie =0 ), 1 MaL 11, 57 Q8040
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It iz much meore dilficoli 1o pre-
dict the growth of the coatings
resing market for the next tive years.
Perhiaps the indusiry will achieve
growtl in line with CGOR Hopefully,
some of our developiment programs
will deliver iinprroved perfonmance
that our customers will vahae and
build into their new painis and
coatings, 1 believe they will,

Clarlo Spasiol, Do Orver the next
1624 months, market growth will
exceed that of GL due to stromgger
than expected econommic recoveries
in 2004 Strong demand is expected
o conlinue, deiven by industial in-
vestments and invesuments in the
shipping industry [vessels, contain-
ers, el all.

All epoxy relaled markets (ewal-
ingrs, elecerical laminates, civil engi-
MEEring, compesifes, ¢ic) an ex-
hibiring strong demand. We expect
coatings demand to grow globally
al. d- 6% over the next 18-24
months Seng econamic recover
ies, supply/demand ratios ol up-
stream chemica] feedstocls, com-
bined with sirong demand
for epoxy resins, have
Lezel 1oy a1 vight sup-
plvidemand ratic
for cpoxies that
will rernain
inlo 2005 This
will continue
lex put upwarl
pressure o
Fpomy Lesin
prices. Ching
continues 1o he
the fastest growing
coatings market, as
rising incomes have cre.
ated higher demand for prod-
uets (hal nse epoxy tesing, such as
imrastruclure, personal coimputers,
mobile phones, and automobiles.

Steawr Merlfi, Kusumgan Nerlfi &
Crowner: MosL resin manolfaclnrers
are building in China and Asia.
CEma procduction i moying to this
region, and coatings companies are
fillowing, so resin suppliers must
be there o serve the market as well,
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AMdichael T3 B, Chenf Juest: 1
see: o majar changes in the market,
but mere of the same, Mavate equity
will continue to play a tole in shap-
ing the indusiry, probalbly for the
helier. AL the live vear point I think
we can expedct to sec these firms
spin off their resin holdings Inw in
dependent companies with size and
srale 1o e more competitive with
Rohm and Haas,

J-ﬂ': In more matura segmants
of the ceatings market, what
actions can prodicers fake to
ensure continued success?

Steren Nerlfl, Kuswgan Nedl[T &
Crowsey: In malure markets, com-
panies need to foois on mectng the
needs of the customer and develop-
ing nowel malerials thad oller fune-
ticnalily and performance that the
CLSUTICL WaIits,

Robary Slarvan, Alazo Wohe! Resing:
Suppliers must consianlly look (or
witys Lo help improve their cus-

tomer's bottom line, The effort ot
in aned the resuliand col-
laboration can often

times be moTe im-
porrlant han the
initial inten-

tions, In spife
of ull the mega
trends affect-
N CUT Tar-
Reds and cus-
tomer base, the
paint inchostry is
<0111 & people and
relationship busi-
ness, Trust, creutive

and dependability will abways
be highly valued and are pechigs
more impociant an ever As raw
material, energy, ranspotation,
and virtually all other upslream
costs for coalings and resins are up
substantially, it has becoms even
maore important for suppliees o
have glabal purchasing strength and
Tesources in addition to g tremen-
donry Focns on eliminaling unneces-
sary costs iTom thelr operations.

Wir Vunderghinste, Surface
Specialties LICH: Producers mnast
continue finding wavs to dilferenti-
ale wned wdd walue, ot ook at new
segments where exisling technology
can provide added value “The Tasit is
eaprecially true fur UV LD technel-
vgy, which sill only covers 2-3% of
the overall coatings markef. The key
is findling applications where LIV or
EB techoolingy can overcome techni-
cal hurdles and provide sufficient
benefits for the end user [prodoctiv-
ity, reduced YOO, cost-per-square-
Forn, eLc.) Lhial will malee it atorac-
tive to change technologies.

Henrp Buirch, EPSCCAD Becanse
of reyulatory change, technology
welvinees comiome 1o play an instmo-
mental role, even i malure mar
kets, The recent regulatory changes,
tlelisting ER for HAP compliance,
and making Lbuw] acetale a non
VIOC will slow this rend in the In-
chsimal markets. However, even
Uiose changes create shills and,
therefore, opportunities tor compa-
nies (wwibioned 1o capitalize on
them. 1 shoould alse T noled that a
major shift in demand ter LB and
1-BA laased on these changes will
potentially bave signilicant implica-
tions for price and availability,

Carle Speriel, Lot Curment in-
sty regulations regarding V01
coninue W play i roajer role in
coatings tonmulations, Lven in ma-
ture rmarkets, prodocers need to be
aware of regulations and continoe
to provide innovative solutions o
biel)y cusivmers et these regnla-
tions. Dow is commiled o provid-
ing customers with differentiated
lechmologies thal supporl low-YO0
tormulations for coartings, and is
wirking on innovative products
thatl sueledresss WVOU concerns.

Rirsty Johison, Hohw and 1faas
Conranys More research dollars
need to he spent on developing
finding new technologies thar allow
the paint companies to do what
they are doing Loday al reduced
costs withwout lowering pertorm-
ance, Turthermaore, new technolo-
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gies need 1o be developed that al-
lowwr the paintcoatings manulac-
tyrer to improve the perdformance
and push the bar up so that con-
suimers will pay maore for the im-
proved pertormance/technology in
ihe cam.

JET: What iz the imporfance, if any,
of the size of & resin manufac-
turer? Why? How does size
impack e way companias
respand to market dyiamics?

Michae! T3, Brown, ChemOuess
Size i impariant ezpecially in the
aerylics seament due 1o the domi-
nance of Bohm and Haas, B&H has
gcomomic scile upsirearn and al the
polymerizalion points in the value
chain which gives thein a cost ad-
vantage. [ believe the adlions of
Apollo in patticwdar poinl o Ue im-
poutance of scale, There is also the
acgument that a sapplier having a
complete “market baskel” ol resins
is @ competitive advantage, but I
hawve nat seen this as important.

Steven Nerlfi, Kisumgar, Nerdfi £
Groteney: Size of @ resin company is
a hig Gactor Larger producers have
economies ol scale, purchasing
power for raw matedals. more
rnoney Tor reinvesiment, aod more
signiticant K& ettorts. Back inte-
gration in monomers is also a key
advantage Tor resin suppliers, partic-
ularly in today's market with the ex-
isting shortages of raw materials.,

Carln Sparial, Dow: The size of a
resin manufacturer is not as impor-
Laol as its global presence. For ex-
ample, Dowe has nine manulacior-
ing plants strategically located
across all four major geographic re-
gions, We are able 1o leverage the
raw material advantaged sites in the
1.5 and Burope o leed our manu-
lartnring plamts around the world.
We are also able to provide local ca-
Pacity in importanl growelh cegions
like: Asia Tacitic,

Dreborah Hensley, Nowvwos: Slee can
make a big differenoe from the
standpoinl of the segments 4 com-

Wy, coatingstech. org
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I,'J':-I'II_“I." THITHLLE . A ocoim-
painy's size can dic-
tate 15 strategy in
terms of what paris
of the industey 1L
sells into, as well as
which geographies it
Largels. Bo SNovedt,
acrvlics and uwe-
thanes are twor big
dreas and we also
hiave access Lo poly-
mer technologles
that aren’t tradition-
ally wsed in coatings.
‘Lhis enables Xowveon to be creative
and resourcetul in solving customer
problems. 1L appedars as thowgh
large companies don't teally gain an
edge on the raw materials scenario,
Tr's really a matter of who was hesl
prepared in lerms ol antcpating
the need to leverage their supplier
relationships fo secure raw imaleri-

als as things slarled getting tight.

{rew Ross, folmson Pelpmer: Small,
specialized regional supplicrs com-
pete on location, relationship, and
relatively low cosls {overhead.
treight, etc.}. They tend to have few
lercal, luval customers. Thedr size is
nol eritical. Suppliers who v to
partidpate on a national basis must
deal with supply logistios [raw male
rials o their plant and produoct cut).
They must also compete with other
naticmal and infernational suwplier.
Here, size is more important to ave
capacity and scale to compete.
International supaliers most hive 2
size and scale that allow them 1o
compete with local, natdonal, and
infernational compedios. Similar
dynamics [or the national competi-
tovs apply, but with the added di-
wnension that local competitors, es-
pecially in developing regions, are a
veal thoeat, T thinl at all levels, sine
ol supplier hinders the speed at
which thev respond to marlet
chamgges, Depending on the change,
they may be beuer or worse off in
successtully responding,

Wim Vanderghinste, Surface
Spectaltfes LB More than siwe, the

aitical factor is to remain fooused
o1 the cuastomet’s weeds and 1o ad-
dress changes in the market quickly.
Surface Specialties UCE has posi-
tioned self to proside a wide range
ol environmentally-lriendly coating
lechnologies to cover diverse market
necds on a global scale: TUV/ER,
pevevcler coating, walterborne, 1Y
waterborne, ete.

Hoberr Skarvan, Akze MNobel Resins:
As the resin marlet remains highly
compelitive and rw material cost
and even availabilily are huge issues
right now, ecomomies of scale from
a manulsctaring amd purchasing
standpoinl will continue 1o be of
paramount iImponance. Companies
thal have glohal supply capabilities
as well as global purchasing power
will be in the best position to man-
age their supply chains. These same
companies will alsa be in the Besl
positdon to leverage global tech-
netlexgies and iarket know how, As
ey will naturally be larger in scale,
they will be challenged and will
new] o resel with the speed ol a
small company.

JUI Ware there any significant
technological advances over
ihe past vear? If so, what and
Wiy do vou consider themr sig-
nificamt? dnything expected in
the near futura?

Stewery Werlft, Kusumear, Nerdfi &
Crownep: Resin manufacturens must
wark willy coatings {ormutalors and
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additive makers (o design resing
that will provide Lhe inctionality
and perfommance desired by coat-
ings producers. Fffurts are largely
tfocused on developing resins for
caatings with higher and higher
solids coment that have more inher-
ent funciionality so that less coa-
lescing agemis and/or additives are
necessary for achieving appropriate
tlowr and leveling properties of the
final coating (orla, Resins with
bretter pot lite and application tme
are alse being developed so that the
end-user has more flexibility in ap-
piving the paint {easier to commect
mistakes], Resing that provide less
vellowing und better weathering ca-
pabilities are also in demand.
Because there 15 a [aiely set collec
ton of monemers available (or use
In coarings resins, producers must
rely on advances in polymerization
techmology that allow lor the fAine
control evaluale of ratio and con
nectvity of the monomers to obtain
resing with the desired properties,

L ke, The Uirited Sovlrisan
Hoard: One responsibilivy ol the
United Sovbean Board is 10 aversee
the development and commercial-
ization of soy resing to be wsed in
coatings, stains, and sealers, We rep-
resent the soybean larmers of

Ametica and fund programs to grow
S0 UsE N cuatings, Tn the last sev-
eral vears, there have been moaery de-
vizlopiments in new sov-based resin
technotogy for coatings and stains
applicalivng. New enengy-saving
sov-based rooling coatings have
bern developed 10 mect energy Le-
tdluction initiatives. Soy-based stains
and seabers are now available with
deep penetrating powet Lo provide
lomyr lasting performance on wood,
cement, and lhear hoard,

The Linited Sovbean Board con-
timaes to tund product developiment
foor e soy-based resins in architec-
tural latex painis in order 1o provide
low- VIO, low odor, cost eflective
resing, Work alse continues to de-
velop new soy-hased resing which
will meei proposed guidelines T
the UISDA for preferred procure-
ment of hig-hased prodocts,

Wi YVarnderghlinste, Suiface
Speitalries [FCB: UV technology 1s
slarling e make a presence in the
auto refinish market, wilh twer o
three coating suppliers making
product Taunches now. While still in
an carly stage, e concepl of using
LIV in a process where productiv-
ity —inl expecinlly process or dre-
ing thme—is critical roakes a Lot ol
sense. In a ditferent area, LY water-

borne techmology s staring to
break through in the wood marke:,
again because ol rrocessing and
regnilatory benefits.

Roberr Skarran, Akzo Nabel Rexin:
Technical allnrts in the last tew
vears have produced significant ad-
vances in waterhoime self crosslink-
ing chernisiries, allvd and aceylic
dispersion chiermnisiries. and higher
silicls andd higher performance
acrylic polyals

Michael D Brown, ChenCues::
Speaking of nanotechinology, a
small company named ElizaMNor
Polvmers has privduced core/shell
resins with particle sive at the
mimc-seale, These resing have very
Lo wiscemily and thus reduce the
need for solvents (VOCs), vet have
film properties compirable to
miare wiscous higher molecular
welght resing The ingide of the
nanaparticle is made of high mo-
levular weight polymers and s
hard, while the mater shell is soft.
The nanoparticles react when
spraved omto a substrate, releasing
the high muolecolar weight resin.
The patented technelogy has not
vel been commercialized, and
Lliza®or will maost likely be look-
ing for licensing pariners when it is
ready 1 launch,

RESINS — supplier Roundup

¢ In 2004, Akzo Mobel Resins conlinued to expand its
global reach by commissioning a state of the arl resin
planl near Shanghai, in Suzhou, China. Additionally, resin-
manufacturing assets were purchased lrom Akzo Mohat
Caoatings in $a0 Paule, Brazil ta support and expand il
resin presence in South America. Globally, a number of
new products were introduced, including new high per-
lfermance self-crosslinking emulsions, water and salveri-
barne acrylic polyols, rheology modilied resins, and a
numkber of new amino resins, “2005 will bring Lhe exciting
nevy combination of our business with Mew Zealand-based
Muplex Resins and continued efforts Lo ‘Create the
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solutian Together” wilh our customers around the warld,”
says hdr, Slarvan.

+ In addition to its multiphase latex products previously
introduced L Lhe market, BASF is continually working Lo
improve and refine this Lechnology plalform. The company
is investing in future oppartunities for nanotechnology-
based lalex resiny, and has demonstrated with early prolo-
types that nanaparticles can imparl extraordinary strength
and hardness with very low-v00C demand.

¢ [n 2003, The Dow Chemical Company opened a
converted eposy resin lacilily in Zhangjiagang, China,
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which enables the company to meet the needs of the fast-
growing coatings market. “We continue to look at invest-
ment opportunities in China,” says Mr. Spaniol. “We are
evaluating our expansion strategy at the Zhangjiagang fa-
cility and are actively assessing the market situation to de-
termine the appropriate timing and scope,” he continues.
At this point in time, Dow has no further announcements
planned for additional epoxy resin facilities beyond its in-
tentions in China.

Dow'’s research and development efforts are focused on
discovering sustainable technologies in the areas of high-
solids epoxy resins, low temperature curing resins for pow-
der, marine, and protective coatings, and epoxy raw mate-
rials for waterborne coatings and other applications that
require no solvents.

e EPS/CCA built a new grass roots emulsions plant in
Hagerstown, MD, that came on stream in April 2004. This
plant complements the company’s existing plants in
Illinois, California, and Texas, to provide full geographic
coverage for North America.

EPS/CCA has introduced new technology in the area of
water-based emulsions for masonry and cementious sub-
strates. These products offer outstanding efflorescence re-
sistance, are excellent at adhering to partially cured (wet)
substrates, and also offer hot tire and chemical resistance.
The company also launched new patented internally coa-
lesced emulsions that enable existing formulations to meet
the new stricter architectural VOC regulations without sac-
rificing the use of glycol. This development allows formula-
tors to maintain important properties such as open time
and freeze thaw and still meet tough VOC regulations.

¢ Johnson Polymer continues to expand its self-
crosslinking acrylic emulsion technology to improve chemi-
cal resistance and UV resistance. The company has devel-
oped low color polyols for the automotive refinish market
that offer improved in-can color and UV and yellowing re-
sistance.

¢ Lyondell Chemical Company commercialized its
Acryflow™ line of acrylic polyols in 2004. These products
are prepared in a proprietary process using hydroxy-func-
tional allylic monomers. Unlike conventional acrylics,
Acryflow polyols maintain their functionality at a low mo-
lecular weight. Consequently, coating formulators do not
need to trade performance for lower VOCs. Also, unlike
conventional polyols that are typically designed for a spe-
cific purpose, the six Acryflow polyols are designed to be
blended together for use in a variety of applications includ-
ing high-solids, UV, and moisture-curable coatings. This
blending approach optimizes formulation latitude while re-
ducing resin inventory costs, increasing coating perform-
ance, and lowering VOC content.

Lyondell also offers styrene allyl alcohol (SAA) resinous
polyols and a line of polytetramethylene ether glycols (PT-
MEG), known as Polymeg® polyols. The company is the

www.coatingstech.org
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Akzo obel Resin’s resin plant in-Suzhou, China.

only large-scale global manufacturer and marketer of terti-
ary butyl acetate (TBAC™ solvent). Interest in this solvent
for use in various coatings resins has increased greatly due
to the U.S. Environmental Protection Agency’s recent rul-
ing excluding tertiary butyl acetate from the definition of a
VOC.

e Mace Co. released a new line of nonhalogenated fire-
retardant polyurethane dispersions (PUDs) that does not
contain any traditional flame retardant additives like halo-
gens, antimony oxides, borates, aluminum trihydrates, or
phosphates. The company has also been developing PUDs
that contain nanoparticles and NMP-free PUDs to meet the
needs of the European marketplace.

Macekote HFR 321 is a fully reacted, aliphatic fire-retar-
dant based on a hybrid polyurethane technology that is
supplied as a fine particle dispersion in water. The product
is a high performance, solvent-resistant polymer with ex-
cellent adhesion to difficult substrates like EPDM rubber
and vinyl.

Macekote ST 444 is a low particle size, aliphatic, aque-
ous polyurethane that is part of Mace’s new Smart series of
resins engineered specifically for wood floor finishes and
other similar markets where application techniques, sub-
strates, and ambient conditions will vary. Even when han-
dled by less experienced applicators in less than perfect
conditions, finishes compounded with Smart urethanes
have the best chance to properly defoam, flow, and level
with good results. ST 444 is also a very hard urethane that
will yield clear, glossy, dry films with good adhesion and
superb alkali and solvent resistance.

Macekote NT 447 is an aliphatic, fine particle size,
aqueous polyurethane that successfully incorporates nan-
otechnology for greatly enhanced chemical and abrasion
resistance in high-performance wood finishes, automotive
coatings, and similar applications. Coatings made with NT
447 consistently outperform single package urethanes as
well as many crosslinked systems with superb alkali and
solvent resistance and clear, glossy, dry films that are ex-
tremely hard but not brittle.
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= |n 20034, The Lubrizol
Corporation acguired
Noveon lor $1.84 billien,
Novean completed construc-
tion of a new 30,000 sq i
polyurethane dispersian pro-
duclion department at its
Avan Lake, OH facility, which
is the largest chemical manug-
facturing sile wilhin Lubrizol's
Meoweon division globally.

Moveon introduced 16
new coatings resing in 2004
including several wood and
plastic coatings preducts,
sancure® 20041 is a low-
VOO polyurethane dispersion
for clear wood finishes, Carboset® PC-21 is a waterborne
acrylic copolymer crnulsion for autemotive interiors and
cansurner electronics Lhal is designed |or use with metallic
pigments. Sancure® PC-52 15 a “Soft Touch® polyurcthane
dispersion for autometive inforiors, The company devel-
oped several new applications lor exisling lechnologies,

Moveon also launched several coatings resing for archi-
tectural and masonryspecialty construction applications.
Carboset® XPD-2860 is an acrylic emulsion for zero-YGC
interior and exlerior lalex paints that possesses outstand-
ing scrub resistance. Carboset® 7733 is an acrylic emaulsion
for low-vOC interior and exterior semi-glass and gloss
paints that also olfers excellenl scrub resistance. Carboset®
XPD-2790 is an acrylic emulsion for [ow-YOO primers with
excellent tannin and stain Dlocking, Albuvil® DS4A 700, DA
720, and D5A 780 are slyrene acrvlic copolymers for ma-
sonry coalings that offer excellent elasticity, dirt pick-up re-
sistance, adhesion, and alkali resistance.

In the second guarter of 2005, Moveon will be introduc-
ing a new low-YCC, high-solids, waterborne oil-modified
polyurathane for clear or pigmented interior ar exterior
wood coatings. The high solids conlenl of Lhis product
{4590} i> unique for waterborne polyurethanes and allows
for much areater fiexibility in formulating with this producl.

* The UCB group has signed an agreement with Cylee
to sell s Surface Specialties division 1o Cyler, Ine. for
$1.8 billion. The deal is expected ta close in eaty 2005, To
satisfy antitrust requlations, Cytec must divest THB's amino
resins product line.

Ucecoal™ Uv-curable waterborne resing are new prod-
ucts from Surface Specialties LGB, This Ine of products
combines fast and eilicienl UV lechnaology with water as a
diluent. The low viscosity allows U waterborme coatings
to be applicd by spray, roller, or curtain and vacoum coal-
ing. This range alse includes products that make it possible
to abtain a coating that is tack free before UY cure. They
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offer a choice of excellent
provertics such as chemi-
cal and scratch resistance,
flexitvilily, and addhesion,

Raylok'™ 1221 for vac-
uum coatings has boen
developed for use wilh a
new lechnology that is
sleadily breaking through
in the wood market, espe-
cially for trims and maold-
ings. Raylok™ 1227 al-
lows the end user to work
with 100% LY products
wilhoul cverspray losses,
Ebecryl® B405 is an
aliphatic urethanc acrylate
that provides outstanding exterior durability, abrasion re-
sistance, and flexibility.

fhoto courtesy of Rahm and Haas,

s The Rohm and Haas Company conlnuoes Lo up-
grade, debottleneck, add automation/quality monitoring
equipmenl, and implement ongoing impravement pro-
grams. The company also introduced several new producls
for low-YOO architectural painl applicalions. Rhoplex™
&C-364 and Rhoplex dMultilobe'™ 300 are 50 ¢/ VOO flat
binders that offer the performance of a 180 /1 VOU con-
ventional flat paint system. Rhoplex EC-3814 is an elas-
temeric wall coatings binder that has super alkali resistance
properlies far hot masonry while delivering all tho other
high performance properties expected from an elaslomeric
wall coating.

For Lhe [uture, Rohm and Haas Cormpany is developing
and close to launching 30 g/l VO semi-gloss and high
glass hinders, They will deliver the perlormance ol Lheir
conventional counterparts, according to Mr. [ohnson.

= Unigema’s Priplast polyesler polysls are designed Lo
enable formulalors Lo efficiently create stable polyurethane
dispersions that offer performance improvements specifi-
cally in the areas of low-ternperature (lexibilily, hydrolylic
resistance, subslrale protection, adhesion o low-energy
substrates, ethanal resistance, and UNV-resistance, according
to the company.

* Silres resins from Wacker Silicones are effective as
binders for heat-resistant paints, where Lhe binger musl
perform well beyond the temperatures at which they are
processed, According to the company, paints become in-
creasingly heat-resistant as increasing amounts of silicone
resin are included in the complete binder systom. Sifres
resing alse provide protection against aggressive weather-
ing effects such as inlense UV radialion, lermperature fluc-
lalions, and acid rain. &
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